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Bonds Refrain From Recording Inflation In Their Prices—Page 8 














Letters to the editor, in whole or in part, are presented here as a contribution to current 
discussion of investment, economic and general financial subjects of public interest. 


RALEIGH, N.C. 


One might say that a tense race 
is under way between the duration of the 
war and the lowering of railroad debt. 
Better put, a race between an exceptional 
high earnings’ period and rail manage- 
ment’s ability to lessen the load of owed 
money and interest charges is in progress. 
But, considering any estimate of the time 
in which the railroads will continue to 
transport the heavy war tonnage, 1s it 
really logical to look for a material reduc- 
tion of debt through the employment of 
extra earnings? I, for one—and a holder 
of rail securities, too—am_ skeptical of 


much of lightening of the Class 1 debt 


which, according to statistics I see, sull 
stands higher than $10,000,000,000. 
W. S. T. 


NEW YORK CiTY y¥ 
Why the surprise because a studious in 
who makes an income 


vestor is found 


from low priced stocks? It you multiply 
the huge number of shares which some 
ot the older listed companies have out 
standing by as little as 10, you find such 
companies appraised at many, many mil- 
dollars. Besides, 


lions of a low-priced 


stock is as much entitled to 
when earned, as a high-priced one, isn’t it? 


(Mes.) A. T. C. 


BELLEFONTE, PA. 


Writing letters to publications is some 
thing I seldom do, holding that what edi- 
tors print that pleases (or irritates) me 
other readers. 


may suit (or displease ) 


But the subject of this one has been in 


dividends, 


my thought for some time; and now the 
appearance of “Mr. MclIntyre’s porttolio” 
in Tue Excuance, last month's issue, 
spurs me to action. I think the surprise 
displayed in the article (the writer's sur- 
prise) because a person can get a pretty 
good income from low-priced common 
stocks is quite misplaced. Doesn't he know 
what has been going on in the broad field 
1936? The fact that 
real investment has been possible in equti- 


of investment since 


ties selling under $20 a share is due pri- 
marily to one thing: the elimination of 
speculative “froth” from prices—the over- 
pricing caused by people striving only to 
make a profit. Stocks sold too high—they 


always sell too high—in speculative boom 


times. In my opinion there has been a 
fairer relationship among = asset worth, 


earning power and prices these last four 
or five years than at any time in the last 
quarter-century. Consequently, relatively 
low prices (in dollars) have represented 
reality in place of old-time illusion. 

G. M. 


SPOKANE, WASH. 


Labor shortages trouble us out this way, 


and manufacturers cannot carry out all 
their plans. However, the Pacific Coast 
area is pulsing with activity, now bound to 
the wheels of war in large part but sens- 
ing great developments after peace. A 
great expansion of industry is assuredly in 
prospect, something for financially-minded 
people of the East to take account of. The 
securities of properties to be built or en 
larged in this area should be important in 


the markets yet to come. K.D.s 





ATLANTA, GA. 

I am not saying that the Stock Ex- 
change, being an interested party, should 
do so, but competent investment 
advisers or economists ought to be busy 
public 


securities. Why? Because some $15,000,- 


directing attention to old-line 
(00,000 of national income threatens to be 
“wild aces” in 1943. A great part of this 
swollen wage and salary account should go 
into Government securities, and doubtless 
will, but amid many and varied sugges- 
tions I read about for using this money 
intelligently, no commentators seem ever 
to suggest the purchase of corporate securi- 
Don't 
stake in industry? 


vital 
Don’t they want to 


ties. wage earners have a 
own a share in the country when this 
country is free again to expand industry to 
meet the world’s consumptive needs? 
G:F. A. 


WILMINGTON, DEL. 


Your table of preferred stocks with divi- 
dends in arrears was very informative to 
me. It is information of this kind that 
makes your magazine well worth while. 
I look for similar facts in the newspapers 
and find many of them, but, quite often, 
Tue Excuance brings something not seen 
by me elsewhere and helps in thinking 
RK: Hi. Ja. 
BROOKLYN, N. ¥. 


and planning. 


Considering old times, it looks as though 
the stock market has acted with restraint 
this Winter. So many low-priced stocks 
offer, of themselves, fuel for speculation. 

. By and large, restraint is a good thing. 


Os IN Abs 





‘lexclhhange 


A MAGAZINE OF THE FINANCIAL COMMUNITY 
VOLUME IV, NUMBER 3 


line ExcHance is a monthly publication of the New York Stock Exchange. Editorial Offices, 
11 Wall Street, New York, N. Y. Telephone HAnover 2-4200. Subscription price $1.00 a year 


MARCH, 





1943 








SCALING DOWN EXCESSIVE 
PROFITS ON WAR CONTRACTS 


BY ARNOLD STIFEL, CHIEF OF THE NEGOTIATION DIVISION. 
WAR DEPARTMENT PRICE ADJUSTMENT BOARD 








A’ first thought it might seem that 
an investor and a former officer of 
a firm in the securities business would 
be decidedly out of character when en- 
gaged in the process of “censoring” 
profits on war business. Yet I am con- 
vinced, for reasons I shall try to relate, 
that it is to the advantage of investors 
to have corporate earnings from = war 
production thus controlled. 

When I was first asked last fall to 
come to Washington to work with the 
War Department Price Adjustment 
Board, I inquired of many outstanding 
business men as to the implications of 
contract negotiations. My own personal 
desire at the outbreak of war was to 
put on a uniform again. This, however, 
was overweighed by the earnestness and 
concern of these men to see that indus- 
try be given every incentive to win the 
war of production; that private enter- 
prise survive the war and the peace, 
and that industry be able to look with 


pride upon its contribution. 


The more thoroughly I became ac- 
quainted with the job offered me, the 
more enthusiastic I became about it. 
Vitally interested from both a selfish 
and a philosophical point of view in 
American free enterprise, I quickly be- 
came convinced that probably in no 
other capacity could I do more con 
structive work for the Government on 
the one hand and, on the other hand, 
for one of the national institutions for 
which I believe we are fighting the war 
—the institution of legitimate free and 
private business, which for its own good 
should not make excessive profits in 


time of war. 


Source of Authority 
The Price Adjustment Board of the 
War Department, like similar Boards 
of the Navy, Treasury and Maritime 
Commission, derives its authority from 
Section 403 of Title IV of the Sixth 
Supplemental National Defense Appro- 


priation Act, 1942, approved April 28, 





1942, and amended by Section Sor of 
Title VIII of the Revenue Act of 1942, 
approved October 21, 1942. The four 
Boards endeavor to eliminate eEXCessive 
profits “realized or likely to be realized” 
on war contracts. Section 403 of the 
Revenue Act, I am convivneed, offers a 
better basis for controlling war profits 
than would “yardstick” legislation, 
which might inflict hardships in some 
instances and leave excessive profits in 
others. 

There are no wholly satisfactory def- 
nitions of “excessive profits”, but they 
have been variously described as those 
profits which a corporation would be 
ashamed to embroider on its service 
Hag, or those profits which any three 
or four unbiased men of experience and 
integrity would agree were more than 
a corporation should earn in connection 
with arming the country for war. 

With the broad thesis that no corpo 
ration should make excessive profits 
out of arming the country for war, prob- 
ably most of the population is in agree- 
ment, regardless of its effect on their 
individual interests. Some people, on 
the other hand, Want to know why cor 
porations sheuld not earn all that the 
trafhe will bear. 

I should like to explain the reasons 
underlying the steps which the War 
Department Price Adjustment Board is 
taking to eliminate excessive profits. 

The War Department is interested 


in controlling war profits primarily be 





cause this contributes to the control of 
war costs, and stimulates efhiciency and 
greater production. In our battle of 
production, there is urgent need for 
every bit of war material which we can 
turn out. It is obvious that the greater 
the efhciency we can inspire in business, 
the greater will be the volume of pro- 
duction. Increased 


efhciency means 


more effective use otf resources, man 
power and facilities. 
By 


Price Adjustment 


reducing the cost of the war, the 


Board may also be 
of assistance in the efforts being made 


to curb the rising spiral of inflation. 


Dollars which are not spent need not 
be raised by the Treasury through the 
sale of bonds or through taxes. 
During abnormal periods of business 
expansion, such as today, management 
has the duty of looking at profits realis 
The 


profits frequently come from inflation- 


tically. realists know that war 
ary prices as a result of an extraordi 
narily large volume of business. Such 
profits are really illusory. If they are 


permitted to grow (based on high prices 


Readjustment of war contracts is a matter of negotiation, involving $8,600,000,000 thus far. 
The picture was posed by models. FRED 


from the raw material to the end- 
product) they will be reflected in higher 
carnings. But these earnings simply feed 
the inflationary fires. I know that this 
suggests a difficult change for many 
people to make in their thinking, but 
it is sound. Facing the prospect of an 
inflationary-deflationary source, man- 
agement does not improve the long- 
term trend of its position by insisting 
on higher prices and higher profits. 
They represent a mirage. 

related to the 


These factors are all 


anti-inflation program. If labor sees that 


corporations are making huge profits, 

























it will demand its share of the war 
spoils. If agriculture is pegged to a price 
level and feels that industry is making 
extraordinary profits, it will demand a 
share. Thus there is a vicious spiral, and 
industry must cooperate with the Price 
Adjustment Boards in controlling in- 
Hation. 

Many companies feel that renegotia- 
tion should consider earnings after taxes 
rather than before. But Congress, in its 


tax program, has stated what part of 





the burden of the war shall be borne 
by corporations, and the Price Adjust- 
ment Boards 


cannot the 


will of the people represented in Con- 


circumvent 


gress. To permit an allowance for taxes 
to be added to permissible profits would 
be like giving an employee of a private 
concern a salary increase to compensate 
him in full for the added taxes he is 


going to have to pay. 
Industry's Public Relations 


Last year the National Association of 
Manufacturers employed a research or- 
ganization to sound out public opin- 
ion on corporate profits. The survey 
revealed that 70 per cent of the peo- 
ple believe that corporations are war- 
profiteering. We all know how indus- 
try’s public relations suffered after the 
last war as a result of the profiteering 
of a relatively small number of com- 
panies, If after this war the public 
becomes convinced that industry has 
profiteered on the blood and sweat of 
others, the result may be, to use the 
words of NAM, a “public indictment 
of industry for profiteering” which 
“may serve to up the scale against the 
post-war retention of our American en- 
terprise system.” 

A spearhead of the campaign for the 
limitation of war profits after the last 
war was the American Legion. Our 
army now is approximately twice as 
large as it was in 1918. These nearly 
10,000,000 men have given up their nor- 
mal way of life to face dirt, disability, 
disease and death. They will not be 
inclined, after the war is over, to sup- 
port a system which produced excessive 
profits for war contractors. 

Until recently, only a few million 
people paid income taxes. Now, based 
on the best estimates, nearly 4o million 
men and women have a financial stake 
in the cost of the Government, includ- 
ing the cost of the war. This new army 
of taxpayers will be quick—and rightly 


(continued on page 14) 
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Those Low-Priced Stocks! 








Some Relics of the Past, A Market Observer 
Finds, Have Been Injected Into Dealings, and 


Bring Cautionary Comment 





USINESS is reasonably good in the 


securities markets. Many brokers 


are getting along comfortably after a 
long and trying drought. But it is an 
unusual stock market in that it is being 
implemented mostly on cash instead of 
credit. It has for some time been the 
kind of a market that at the beginning 
of this century would have been labeled 
as the investment broker’s millenium. 

The market has been accompanied, 
nevertheless, by a phenomenon of a 
character displeasing to conservative 
people. This has been tremendous trad- 
ing much of the time since last Autumn 
in a group of the lowest-priced stocks 
—that is, in stocks selling, for the most 
part, under $5 a share, sometimes under 
$2 and in a few instances under $1 a 
share. Some of these in the last few 
months have advanced from 200 per 
cent to 400 per cent. 

A few statistics growing out of this 
development might not be amiss. 
Toward the end of February and in 
early March trading in the foregoing 


price areas pursued a rising tempo until 


BY OLIVER J. GINGOLD 
THE WALL STREET JOURNAL 


a crescendo was reached on March 3 
with a total turnover of stocks listed on 
the New York Stock Exchange of 
2,017,000 shares. Going back a couple of 
days from that date, a compendium of 
the 10 most active stocks dealt in showed 
an average price of $3.62, the lowest in 
the memory of most statisticians. Trad- 
ing in these issues alone made up 25 
per cent of the day’s full transactions. 
In total value the turnover was small. 
Some $2,000,000 would have paid for 
the entire lot and they were bought and 
paid for, and certificates were eventually 


delivered in the names of the buyers. 


A High Proportion 


This year’s major Stock Exchange 
turnover to date—on March 3—sSaw 40 
per cent of the aggregate transactions 
comprised in stocks away down low in 
the price scale. When such “step- 
children” of the market place can ab- 
sorb so much public attention and cash, 
it is hardly surprising if it stirs up pub- 
lic comment. 


Conservative folk became worried... 









not solely because the more popular 
stocks, as evidenced by the scope of 
dealings, were priced low in dollars. 
Standards of value are not always set 
by the number of dollars involved in 
the stock market any more than in any 
other market. Much of the worry in re- 
sponsible quarters had a supplementary 
basis, a basis which Stock Exchange 
brokers had been discussing for some 
time in their market letters. This was 
vested in the tendency of many traders 
to buy on names instead of on prices. 
Names! The point is an old one in 
stock market experience but worth a lit- 
tle comment. It is worthy of comment, 
in my opinion, because war-time wages 
and increased incomes from other 
sources, coming into the hands of a host 
of people who are thinking about in- 
vestments perhaps for the first time in 


their lives, have been buying stocks of 





) AS hee 
OLIVER J. GINGOLD 
has been an observer of the financial 
market scene since 1900 when, as a “cub” 
reporter he witnessed the beginning of 
the period of corporate consolidations. 
On the screen of his recollection flash 
episodes of America’s business growth 
for more than 40 years, lending emphasis 
to his pointed comment on the current 
stock market. 


late. When they consider buying a 
stock, they think first, of course, of a 
company to put their money into. The 
XYG Corporation! That’s an old one, 
its goods have been advertised for years 
on end, its name is seen on a lot of 


billboards. The stock is only $2.50 a 











share? Well, well, it certainly must be 


cheap! 
The Z. Z. & Z. Railroad! Dozens of 
its freight and coal cars stand, every 


week, in the Central's yards at Willow 
Street. It must do a land-office business 

yes, for fifty-sixty years it’s been run- 
ning, and the stock at $1.25 a share? 
Looks like a ‘buy’! 

Names and superficial signs of pros 
perity can be misleading, if an investor 
doesn’t dig deep into information which 
is easily obtainable about any listed cor 
poration. | once knew an investor—and 
he really considered himself a cautious 
man in most ways—who paid above go 
for stock of the old Brooklyn Rapid 
Transit Company because he saw so 
many people riding on its elevated lines. 
You can't find BRT on the stock tape 
any more, you haven't seen it tor many 
years. 

Some ol the low est priced stocks, cs 
pecially in the case of a few railroads, 
old names names that 


have very 


have been on the list of the “Big Board” 


for a half-century or longer. They are 


in the organized market because they 
are entitled to a place there, for exactly 
what they represent, and exactly what 
they represent can be discovered by 
looking up their earnings and bonded 
debt. But such stocks do not lend them 
selves to purchase on an emotional 


appeal. 


Conditions Change 


Inexperienced investors do not know, 
unless they take the trouble to acquire 
current facts, that the railroad their 
grandfathers rode on, and their fathers 
might have invested in in their day, may 
today be in reorganization, and that its 
stock has dubious value or none at all. 
They buy names. Some of these secur- 
ities are flotsam and jetsam. drifted 
down from the start of the Nineteenth 
Century, when railroad maps were be 
ing made and our industrial world was 
beginning to develop broadly. 

Fortunately, there are comparatively 
few of these relics. It speaks volumes 
for American finance and business that 


more of such securities are not still ex- 





























tant. In time, it is expected that they 
will disappear in reorganizations, or 
evaporate from some other process, 
These “difficult” stocks can generally, 
but not always, be identified by their 
price tags. It must be remembered that 
there are a number of well-situated 
companies with shares selling between 
$5 and $10, whose main reason for low 
prices is explained by the large number 
For 


instance, Burroughs Adding Machine 


of shares they have outstanding. 


stock, which last year sold as low as 
64, recently declared its 166th consec 
utive dividend. Then, there is a fairly 
long list of common. shares selling 
slightly above $5 a share whose pre 
ferred stocks owe such large totals of 
back 


recommend the common shares at this 


dividends that there is little to 
time. However, there is always presum 
ably a base of speculation in these 
commons in the expectation that a re 
capitalization, or a windfall of big 
business, will clear away the incubus 
hanging over them. Many intelligent 
investors and speculators buy these 
“calls on the future” with their eyes 
open, but the uninformed often fail to 
appreciate that large share earnings 
must be heavily discounted if the com 
pany is burdened with debt and _pret- 


erred dividend accumulations. 


“Once Upon a Tie” 


The tycoons who literally ran indus 


try, finance and the markets in_ the 
early part of the current century appar- 
ently had little use for lower priced 
stocks. Let us take a look at events on 
March 13, 1902, an active market year, 
when the United States Steel Corpora 
tion, a corporate marvel of the time, 
was but a year old. 

There were 379 different stocks 
listed on the New York Stock Exchange 
at that time compared with 1,241 to 
day. The average price of the ten most 
active stocks, (including Missouri Pacific 


(continued on page 16) 





‘ti of the standard yardsticks for 
measuring the investment posi- 

mn Of common stocks is a stock’s divi 
dend history. This is a truism so com 
monplace in the securities field that it 
hardly requires mention; yet when Tin 
Excuance published in November and 
December, 1942, lists of the companies 
with common stocks on the Stock Ex 
change which had paid annual divi 
dends without interruption for many 
vears, the interest displayed in them by 
investors, corporation executives and 
brokers suggested that other dividend 
facts would be found useful by many 
readers engaged in the study of equities. 

Substantial current corporate profits 
and fairly widespread dividend pay 
ments, despite high taxes, endow the 
present with a particular value for scan- 
ning the past with a coldly realistic 
eye. A dividend in any single year, or 
for two or three consecutive years, 
hardly supplies a basis for calculating 
an investment “rating.” But when a 
stretch of 10 to 15 years is considered, 
information comes forward of a signifi 
cant nature. When, furthermore, a 15- 
vear period containing the sharpest in- 
dustrial depression this country has ever 
experienced is looked into, the record is 


found to contain considerable utility. 
A Group on Exhibit 


The “sampling” of listed common 
stocks revealed in the table was made 
on the basis of market price . . . all the 
stocks were selling under $25 a share 
when the statistics were grouped. While 
ho attention was paid to present divi 
dends in course of making selections, 
it will be noted that all the issues paid 
dividends in 1942. 

An incidental point of interest is 
vested in the age of many of the com- 


(continued on next page) 





































SAMPLED DIVIDEND RECORDS OF 40 LISTED 


COMMON STOCKS OVER FIFTEEN-YEAR PERIOD 





INCLUDING A MAJOR BUSINESS DEPRESSION 


[ssues Selling Under $25 a Share 


Year No. Years Yrs. Div. Div. Wht 
Company Div. Paid Omitted Paid Price 
Stock Organized Since °27 Since °27 1942 March 1 
At. Port. Cement... rs 13 “33, °34 $1.50 $20 
American Metal : Stith 1887 9 “31-36 1.50 221; 
Amer. Steel Fod’s.... rtevainr See 10 “32-°35, “39 2.00 23% 
Aspe. Saget Malo... 6 scccs ss 1891 13 “39. 740 2.00 2114 
Atlantic Refin. ......... : 870 15 0.70 27, 
ES ER 15 1.40 241% 
NG SEE SS5 xe ca ctuw eons 1909 1] *28-°30. °33 2.00 241, 
California Pack.. «.....660.:.45. . 1916 12 ee Oe 1.50 24 
Commonwealth Edison ........ 1887 15 1.60 2436 
Continental Steel ............ 1927 fi 2.00 2314 
iin Tbe 43 esas. Earner ar 1865 9 “32-736. °38 1.00 161; 
Cream of Wheat...... : - 1895 15 1.60 20 
Crown Cork & Seal, Ine....... 1927 1] "28. °39. *33,.°39 0.50 241 
EPOUHONE TEGROOR: bso code csaciice 1903 15 1.30 87 
Devoe & Raynolds “A™........ 1892 13 "20, oP 1.25 223, 
Flintkote ...... ee ae 12 31-33 0.90 185, 
GAMONNONE aol easiidsiay se anncess 1869 10 "33-37 3.00 2234 
a oe a 1904 14 “39 1.25 17% 
Gen. Refractories «....55605066% 1911 11 “32°34, °38 1.20 22% 
Glidden Co. .... styiaue oye Sid tave 1870 12 26. °3%,.°32 0.80 1934 
Ree Cee css aisetotae war 1897 15 1.15 201, 
Lambert Co. ...... see Roa 1884 15 1.50 203, 
Lehe & Pink......... ae ae 15 1.40 163, 
Bibepied CarBOMie® kc icccscskee% 1888 14 “33 1.25 1734 
ee |. ee connc wooo 15 1.25 201, 
Ronee 68.) Acuisscseiacn . 1] 28-31 1.20 19 
Mathieson Alkali .... vows woe 15 1.12% 241. 
McGraw Elec. ... Cine 1900 11 "28. “29..°32..°33 2.000 2314 
Mid. Cont. Petrol. pamece- 12 *28, °32, °33 1.40 2134, 
Mek HE. ceca ti dcccis 1898 15 1.40 187% 
Mat. Meee TOR is. ccanecicas 1882 13 "32, 33 1.25 221. 
Ohio Oil .... paras 1887 3 "33,39 0.50 15 
Ruberoid ....... ; .... 1886 15 1.15 223, 
NN ES 6555.56 bee mnres 188 10 “31235 1.25 21% 
So. Cal. Edison...... ene 1909 15 1.75 2314 
Svivania Tlec. PB... 5255505605240 14 28 1.25 243, 
Union Oil of Cal.............. 1890 15 1.00 177% 
U. S. Tebacco...... ; -¢ soe 15 1.32 251, 
Wemes ©. © Siiccs iccccccsses BB 15 1.00 2214 
West. Air Brake.... 1869 15 25 1934 


Continental Steel began dividend in 1936, 





panies. It stands to reason that, in nu- 
merous cases, the roots of many busi- 
nesses given corporate names in the 
table extend further back than the dates 
of incorporation. 


Some, show, are 


existing records 
traceable as far into history as Colonial 
days. The original unit in what is now 
Devoe & Raynolds was established by 
a William Post in 1754. Commonwealth 
Edison was founded on the very begin- 
nings of the electric lighting industry. 
Where corporations disclose relative 
youth, their genesis was in many in- 
stances in old and often primitive or- 
ganizations which developed size over 
the years and figured in mergers with 
others engaged in similar or related 
production, 

In addition to price, the group of com- 
panies was selected with some attention 
to the industries represented, with col- 
lateral reflection of their “trade-marks” 
of products or services. The goods 
manufactured by many of the corpora- 
tions have been household names for 
two generations or longer, and such 
corporations may be considered as well- 
known to investors of all ranks. By 
combining these bases of choice, a 
reasonable cross-section of American 
corporate activity is set forth in the 


tabulation. 


Questions to Answer 


The exhibit is far removed, obviously, 
from any thought of investment recom 
mendations, 

The dividend records tell a tale which 
calls for pondering, research and analy 
sis. Such questions as these arise: 

Why was the dividend of a particular 
stock omitted in 1928, a good business 
year, and again in 1939, another year of 
moderately good general business? 

Why were payments interrupted on 
another issue in 1933 or in 1939 but 
made in the most severe years of the 


depression ? 


Ae 


Stock Exchange Position on Delisting 


UCH interest 


plans of reorganization of certain 


is evident in the 


railroad companies which make no pro- 
vision for the equity securities. In sum- 
mary, the four principal steps necessary 
in relation to a plan of reorganization 
under Section 77 of the Bankruptcy Act 
are: 

The Interstate Commerce Commis- 
sion must approve the plan and certify 
it to the United States District Court; 

If the 


plan it is then remanded to the Inter- 


District Court approves the 
state Commerce Commission for the 
purpose of obtaining the vote of the se- 
curity holders; 

After the security holders have voted 
on the plan, it is sent to the District 
Court again for the purpose of con- 
firmation; 

After confirmation, the plan is con- 
summated through the issuance of the 


new. securities. 


Fair and Equitable 


At the second step in this procedure 
as outlined above the statute requires 
that, in approving the plan, the court 
find, in addition to other matters, that 
the plan is fair and equitable and affords 
due recognition to the rights of each 
class of creditors and stockholders; does 
not discriminate unfairly in favor of 
any class of creditors or stockholders; 
and will conform to the requirements 
of the law of the land regarding §par- 
ticipation of the various classes of cred- 
itors and stockholders. It is this action 
which guides the Exchange in arriving 
at its decisions. 

In accordance with this practice, the 
Board of Governors of the Exchange 
has authorized the suspension from 
dealings on receipt of notice that the 
Court has approved a plan which 
makes no provision for the following 


securities: 


Chicago, Rock Island and Pacific Railway 
Company 
Common Stock, $100 par value 
6°, Preterred Stock, $100 par value 
7°, Preferred Stock, $100 par value 
Denver & Rio Grande Western Railroad 
Company 
6°, Cumulative Preferred Stock, $100 
par value 
New York, New Haven & Harttord Rail 
road Company 
Common Stock, $100 par value 


7° Cumulative Convertible Preferred 
Stock, $100 par value 
St. Louis-San Francisco Railway Company 
Common Stock, $100 par value 
6°, Non-Cumulative Preferred Stock, 
$100 par value 


St. Louis Southwestern Railway Company 
Common Stock, $100 par value 
5°, Non-Cumulative Preferred Stock, 
$100 par value 


Some Suspensions 


The Exchange itself does not deter- 
mine values but it has recognized that, 
in certain instances, securities which 
met the standards of the Exchange 
when listed may, subsequently, become 
unsuitable for continued trading on the 
Exchange. It is axiomatic that the Ex- 
change should, and does, suspend a 
security from trading upon receipt of 
authoritative notice that it is without 
value. 

In addition, the Exchange has recom- 
mended the delisting of certain securi- 
ties when the amount outstanding in 
the hands of the public has been so re- 
duced as to make further trading 
therein inadvisable or which have de 
teriorated to such an extent that earn 
ings and assets available for the entire 
issue and its indicated range of market 
value have been so reduced as to make 
the security, in the opinion of the 
Exchange, unsuitable for continued list- 
ing. During the past five years the 
Exchange has delisted 87 securities on 


this basis. 
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Sales Battalions Forming For Largest 
Government War Financing 


the Borden Company, of New York 


HE technique of American war 

- financing improves through ex- 
perience, shaped by a fortunate com- 
bination of patriotism, flexibility of 
United States Treasury plans, and the 
activities of investment bankers, com- 
mercial bankers and brokers in a 
familiar field. In the field of service as 
well as securities! 

\ll the experience, patriotism, flex 
ibility and drive will come into action 
on April 12 when the campaign gets 
under way to borrow for the United 
States Government more money in a 
single operation than was ever bor 
rowed betore by any nation. 


Minimum: $13,000,000,000! 


Record Total 


Technique shaped by past’ transac- 
tions has moved the Treasury to set a 
goal of $8 000,000,000 “new money" 
specifically to be borrowed from non 
commercial bank investors, meaning 
from the public, corporations, savings 
banks, insurance companies, trust funds, 
endowments, foundations, etc. This is 
a “must,” and with this goal as the 
cornerstone of the entire campaign, 
fully 10,000 salesmen in the Second Re 
serve District, alone, will be engaged. 
The District comprises New York 
State, the 12 northern counties of New 
Jersey and Fairfield County, Connec- 
ticut, and as the task here will not differ 
in its fundamentals from plan and 
method in the other eleven Reserve 
Districts, it may be used as a model in 
discussing the great undertaking. 

A new feature of the national sales 
organization will be the recently organ 
ized United States Treasury War 
Finance Committee with William M. 
Robbins as National Director of Sales. 


Stuart Peabody, advertising director of 










War Finance Committee will integrate 
drive efforts of the War Savings Staffs 
and the Victory Fund Committees. The 
Presidents of each of the Federal Re 

serve Banks head the War Finance 
Committees in their respective districts. 

Allan Sproul, of the New York Fed 
eral Reserve Bank, is chairman of the 
War Finance Committee in the Second 
Federal Reserve District. 

Mr. Sproul has appointed to serve 
with him as members of the district 
committee Thomas Hewes, Conn... 
State Administrator, War Savings Staff: 
John E. Manning, New Jersey State 
Administrator, War Savings — Staff; 
Colonel Richard C. Patterson, Jr., New 
York State Chairman, War Savings 
Staff, and Perry E. Hall, Executive 
Manager, Victory Fund Committee, 
Second Federal Reserve District. 

Exchange's Part 

New York Stock Exchange member 
firms will participate throughout the 
country, not only with the force of their 
sales organizations but also by contribu 
tion of executives to the direction of the 
enterprise. Working with Mr. Hall, 
Laurence G. Payson, Assistant Exec 
utive Manager and Francis T. Ward, 
Victory Fund Committee Vice-Chair 
man of Region 8 (Manhattan and the 
Bronx) will be Perey M. Stewart, Irving 
D. Fish, Harry Beebe, Warner Kent 
and a large sales organization. “John 
P. Broderick, formerl\ of The Wall 
Street Journal, is publicity director. 

Emil Schram, President of the New 


York Stock Exchange, is scheduled to 


open the Victory Bond sales campaign 


in the Eighth Federal Reserve District 
with an address in St. Louis on April 
52) 


(continued on page 15) 








Bonds Refrain from 


PRICES THE PHENOMENA OF INFLA 


— have had the disconcerting 
habit of upsetting the theorists’ 
applecart ever since “inflation” became 
a subject of conversation back in 1923, 
when the price ot gold was lowered. As 
inflationary tendencies became rampant, 
many persons held that bonds would 
recede in price and stocks would rise. 
A creditor obligation would fare poorly, 
while participations in property owner- 
ship would benefit. How have these 
suppositions worked out? 

Sure enough, 1933 was an indifferent 
year for bond prices; also much of 1934. 


oddly, 


bonds which sold at that time 


But, a long list of corporate 


in the 
30's and 4o’s were up in the 60’s and 
0's by the end of 1935 and, in 1936, 
many of them went higher. Not a few 
first mortgage issues of public utility 
and industrial companies—as well as 
some of the railroad obligations—subse 
and have 


quently rose above par 


staved there. 
Inflation Talk 


Against such a background, in a pe- 
riod when mental speculation about 
inflation began to put down strong roots 
in America, the more recent history of 
New York Stock 


Exchange offers litthe reason for sur 


bonds listed on the 


prise. It must be said, nevertheless, that 
a fertile field for discussions of inflation 
was found as soon as the war prepara 


tions of the United States began to 


gather momentum early last year. And 


if advances in the prices of commodities 


1 


may be considered as an_ inflationary 


criterion, there has been considerable 


inflation these last fifteen months. 


Bonds should, In theory, have re- 
treated in this period; stocks should 
have risen. The record shows, however, 
that first-grade bonds held their own, 
a great many others, rated somewhat 
below the gilt-edged classes, advanced; 
and a block of reorganization railroad 
bonds, running into hundreds of mil- 
lions of par value, supplied an outstand- 
ing bullish feature during 1942 and 
have done so during much of the time 


since that vear ended. 
Action of Equities 


Stocks gained ground, too, but the 


incidence of buying attention upon 


them did not come until more than 
four months after Pearl Harbor; there- 
after prices moved sluggishly until 
slong toward the Autumn of 1942. And, 
while stocks this year have reached 
higher prices, on the average, than at 
any time since the Winter of 1941-42, 
the average of corporate bond prices 
has kept pace with them. 

If bond prices had been high when 
gold payments were abandoned 10 years 
ago, a different set of deductions might 
today be applied to inflation vs. bonds. 
This, however, cannot be proved. Bonds 
were depressed in 1932 and 1933 along 
with all other forms of investment; the 
Great Depression had taken care of 
that. The obvious fact to be gained 
upon reviewing bond prices then and 
now is that bonds have reasonably re 
flected the ordinary influence of low 
interest rates, corporate earnings’ fluc- 
tuations and the play of market supply 


and demand. 


The tabled history, on the next page, 





of the last 12 months offers material for 
study of listed bond performance over 
a short period marked by turmoil about 
The cold fact of it is that 
United 


States corporation bonds was higher at 


“inflation.” 


the total market value of all 
the end of February, 1943, than at the 


end of February, 1942. 
Net Changes of Issues 


A modest qualification should be 


made when the record is examined. 


There were 36 fewer corporate bond 
issues on the Stock Exchange last Feb 
ruary than in the preceding February. 
This would suggest that, since the num 
ber of issues declined, the rise in mar 
ket value of the 845 on the list should 
be entitled to more emphasis than the 
figures, themselves, contain. The decline 
in the number of issues was a “net de- 
cline”... while some issues were being 
retired from the market place through 
refundings or other corporate opera 
tions, new listings were proceeding. 
The net decline in par value of listed 
bonds during the period was about 
$50,000,000, a trifling percentage of the 
complete listings of $17,000,000,000. 

In case of Governments, there was a 
net gain during the 12 months’ period 
of 6 issues, with par value of these issues 
increasing approximately $1 3,000,000,000. 


As the 


financing, with consequent listing of 


result of tremendous Federal 
new bonds, the market value of all listed 
bonds is now at an all-time “high”. . . 
figuring as of February 27. The average 
price for all bonds—o7.79 as of March 1 
—was the highest since December 1. 


1928 when it stood at 97.97, and com 
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ares with a low in that period of 70.62, 


June 1, 1932 
Bonds Above Par 


| The price-premium on so huge an 
Amount as $55.000,000,000 Federal, State 
and city bonds, was the primary factor 
in establishing so high an average price 
7.79 early this month. Yet a glance 


as Y 


through the average price column of 


the 1943 table affords information to 


jolt the bond price vs. inflation idea, 
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. : (Inel. N. Y. State, Cities. ete.) 
’ : U. S. COMPANIES: 
4 Amusement 
l 5 Automobile 
; ; Building : 
>° 4 Business & Office Equipme nt. 
d 5 Chemical : . 
‘ Electrical Equipmer nt 
It 2 Financial 
€ Y F ood . . 
x Land & Realty : 
Machinery & Metals 
ig (excluding iron) 
‘ Paper & Publishing 
d i Petroleum 
: Railroad . 
s z Retail Merchandis ing 
). ¢ Rubber ; , 
: Ship Building & Oper: ating 
al My Shipping Services 
t Steel. Iron & Coke 
f t Textiles 
d 5 Tobaeco 
5 Utilities: 
= . Gas & Electric (Operating) 
F Gas & Electric (Holding) 
I 3 Communications 
Miscellaneous ; ; 
I, b U.S. Companies oper: -ating abros id 
a 7] Miscellaneous Businesses 


TOTAL U. S. 
FOREIGN GOVERNMENT 
FOREIGN COMPANTES 
ALL LISTED BONDS 
No. of bond issues listed, 


COMPANIES . 







Feb, 27, 





1943 


Of the 27 separate groups, 20 were 


enjoying average prices above par, Of 


the 4 divisions of public utility bonds 


(to which inflation is reckoned de- 


cidedly unfriendly because of the rigid 
rates for public utility services) 2 stood 
above par. 

Comparison between last year’s  rec- 


ord and this year’s invites attention to 


price improvement. Some of the aver- 


age gains are substantial but, on the 


whole, no market alteration of group 


positions occurred. The groups selling 
above par on February 27 were mostly 
near or slightly 


above par a year pre- 


viously, particularly in the case of 
United States corporation issues. Price 
gains are seen to have been consider- 
able in the case of foreign government 
and bonds of United States companies 


operating abroad. 


{s of Feb. 27. 1943 
Wht Val. v. Price 
« $55.153.775.740 104.25 
38.498.652 103.09 
11.727.978 101.51 
13.541.441 100.25 


15.487.500 103.25 


76.029.113 102.60 
36.450.000 104.40 
57.509.664 102.13 
235.754.318 105.06 
10.023.958 74.60 
39.656.875 100.27 
89.311.086 57.70 
10.951.805 101.47 
595.374.515 104.22 
7.021.723.353 69.05 
12.158.362 84.91 
75.350.333 102.83 
11.615.400 101.25 
19.181.589 69.71 
198.893.744 100.19 
37.442.750 103.01 
147.909.7147 106.06 
3.360.082.316 108.16 
97.057.438 102.18 
1.219.859.578 108.99 
87.971.130 60.39 
123.948.572 68.38 
31.568.160 106.28 
14.005.079.377 82.70 
1.452.938.0415 63.89 
734.659.690 $6.39 
~ oe 771.316.152.852 97.79 
1.133 No. 





of bond issues listed. 





So much tor the statistical record 


the last 12 months. If the recorded 


prices appear to ignore inflationary 


forces, what items may be reckoned 


among the positive influences to carry 
prices upward in the period? 

A current canvass bond market 
obvious 


When railroad bonds 


is found that railread 


phenomena disclosed several 
factors at work. 
are examined, it 
company purchases of their own secur 
ities have for many past months, espe 
November, 1942, supplied 


cially since 


a decided “support” to prices and 


aroused a substantial collateral public 
interest partially of a speculative 


nature. 


Debt Retired 


An outstanding rail transaction in 


(continued on next page) 


12 MONTHS’ CHANGES IN STATISTICS OF BONDS LISTED ON THE 
NEW YORK STOCK EXCHANGE — BY MAJOR GROUPS 


{s of Feb. 28, 1942 
Wht Val. {r. Price 
$12.515.638.016 105.26 
$4.313.792 98.05 
13.871.297 103.15 
17.245.593 91.09 
14.981.250 99.88 
76.597.500 99 6] 
36.237.500 103.54 
58.730.065 100.01 
207.816.233 103.98 
9.327.328 67.91 
15.805.018 98.57 
91.240.802 56.90 
57.644.899 190.67 
591.839.671 103.47 
6.566.720.879 63.39 
L1.851.705 77.13 
69.571.980 91.68 
117.242.560 98.00 
17.228.540 62.18 
551.880.989 100.29 
25.856.003 97.40 
39.918.797 118.55 
3.185.777.5600 106.39 
108.495.546 109.R¢ 
1.191.161.776 106.24 
2.194.475 55.57 
98.4183.591 51.16 
31.192.500 103.95 
13.247.528.419 77.99 
1.110.611.4110 19.28 


680.632.629 78.51 
TOS LALO5OF 95.13 


Feb. 28. 1942 1.165 








debt retirement was that of the Balti- 
more & Ohio which acquired, through 
tenders for the account of one of its 
subsidiaries, the New York Transit & 
Terminal Co., Ltd., a par amount of 
$29,275,050 bonds at a cost of $12,298,000. 
Some other known repurchases or_re- 
tirements during 1942 were these: 

Chicago, Burlington & Quincy, $10,- 
993,000; Great Northern, $21,149,900; 
Atlantic Coast Line, $12,127,000; IIli- 
nois Central, $17,342,000; New York 
Central, $29,325,000; Southern Pacific, 
$28,696,000; Southern Railway, $18,973, 
700. In these and other instances, the 
securities taken out of “circulation” were 
announced by name and maturity, so 
that bond market followers were aware 
of the precise shrinkage in outstanding 
supply —and influence on speculative 
activities. 

While publicity attended the retire- 
ment of many millions of rail bonds, 
other debt reduction on a large scale 
occurred without attracting — statistical 
attention. Equipment trust obligations 
are not included in the exhibit, but 
other evidence that these notes were 
also paid off extensively —$ 104,615,130 
last year—came in a statement filed by 
the Bureau of Railway Economics in 
connection with a hearing © several 
months ago on proposed rate increases. 

The same statement noted that $266,- 
594,000 of long-term debt had been paid 
off. Rail debt retirement has been ex- 
tensive since January 1 this year, by no 
means all which has as yet appeared 
in public channels of information. 

Bond purchases by the issuing cor- 
porations, it is seen, has had a double 
effect upon the market situation, Bonds 
have been removed from the hands of 
older holders, decreasing the market 
supply; the fact that war-time railroad 
earnings were being used for open 
market purchases and other methods 
for reducing debt has aroused wide- 
spread interest in the improved credit 


position of particular roads. 
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Both speculation and long-pull  in- 
vestment has been in evidence for more 
than two years among so-called “re- 
organization rail” bonds of com- 
panies in process of being put back on 
their feet after meeting difficulties in 
the depression of the 1930's. Market 
comment has indicated an active atten- 
tion to such issues, with especial refer- 
ence to the bonds of roads reaching, or 
approaching, final reorganization terms, 
The market turnover has been huge. 
The speculative “account” in these low- 
priced bonds has been large and coun- 
try-wide, according to brokerage reports, 
and prices have, at times, been found 
sensitive to unexpected news develop- 


ments. 


Effect of Peace Rumors 


Last October, for example, a vague 
Hurry of peace talk swept around the 
world, after the British Eighth Army 
began to turn the tables on the Afrika 
Korps in Libya and the German army 
in Russia ran into trouble. The bond 
market had a downward flutter; buying 
temporarily retreated and offerings were 
successful only at sharp reductions, In 
case of one 4 per cent bond of a railroad 
which has met its interest straight along, 
the bid declined from 491% to 4234 in a 
few days an incident mentioned 
anonymously here as illustration of the 
sensitive price position which bond mar- 
ket activity on a wide scale attains. 

Inquiry shows that, while the bond 
market has for months appeared to be 
on a one-way street, a great deal of im- 
portant selling has been transacted. A 
single life insurance company is known 
to have sold last year around $260,000,000 
railroad bonds from its portfolio. Trust 
funds, savings banks, etc., have done 
considerable “switching.” At the same 
time, the competition for gilt-edged rail 
mortgages by individual and corporate 
investors has been a power all along in 
maintaining them around the above-par 


levels disclosed in the 12-months’ table. 


Investors’ search for substantial yields 
on invested funds has been reflected in 
bond market dealings since railroad 
earnings began to gather momentum in 
1941. Under old standards, a yield of 
4 to 5 per cent on railroad mortgages, 
even secondary liens, was conventional, 
all that holders expected. With bond 
prices in 1941 and 1942 on lower levels 
than during most of the 1930's it was 
possible to get 6 to 8 per cent, or more, 
and buying for income in those years 
has worked to reduce the available 
supply. 

A feature of the more recent buying 
has been seen in an increase of “mixed” 
purchases, the acquisition of lots of, say, 
$3,000 to $10,000 par value of interest- 
paying bonds along with others or re- 
organization properties which are not 
paying. The average yield has been 
above the average obtainable a few years 
ago, and at the same time such purchases 
have contained a speculative flavor be- 
cause of the presence of issues expected 
to find advantage in reorganization 
proceedings. 

A few days ago, intensified study of 
reorganization bonds was aroused by 
the long-awaited decision by the United 
States Supreme Court in connection 


Milwaukee, and 
St. Paul. The highest court upheld the 


with ‘the Chicago, 
Interstate Commerce Commission’s plan 
for the road, with minor points to be 
ironed out by the United States District 
Court of jurisdiction. 

No new factors were introduced into 
the bond market by the decision, but 
speculative influences directed by 
thought of a possible change of the 
L.C.C. program had been seen in pre 
ceding price movements, and when the 
judicial findings were absorbed by trad- 
ers, prices fluctuated rapidly for a time. 

Needless to say, widespread holdings 
of such a character have sensitive char- 
acteristics as far as prices would be con- 
cerned under a change of market con- 


ditions at any time. 























































NOTHER new name was added 
to the New York Stock Exchange 


bond list when trading began a few 


days ago in First Mortgage and Col- 


lateral Trust 4% Series due 


Public 


bonds, 
1972, of Southwestern Service 
Company. 

The bond issue was part of a plan 
of integration and simplification ap- 
proved by the Securities and Exchange 
Commission under Section 11 of the 
Public Utility Holding Company Act, 
whereby Community Power and Light 
Company and its subsidiary, General 
Public Utilities, Inc. (also a holding 
company) were merged into Southwest- 
ern Public Service Company, formerly 
a wholly owned subsidiary of General 
Public 


about 460,000 shares of common. stock 


Utilities, Inc. In the merger 
of the new company were issued in 
exchange for common stock of the 


predecessors. 
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The integration proceedings also com- 
prised the sale of the non-integrated sys- 
tem properties in Missouri, Kansas and 
South Dakota, and a part of those in 
Arkansas and the acquisition from the 
United Light & Power Company system 
of substantial properties in the Texas 
Panhandle, these properties being inter- 
connected with the principal portion of 


the system situated in this territory. 


Electric System 

As a result of the plan, Southwestern 
Public Service Company, now princi- 
pally an operating company, owns and 
operates an interconnected electric sys- 
tem in Texas and New Mexico and 
also properties in east and central Texas. 
The principal area served in the Texas 
Panhandle, including the cities of Ama- 
rillo, Lubbock, Plainview, and Pampa, 
Texas, and the Pecos Valley region of 


New Mexico, including the cities of 


New Listing 


SOUTHWESTERN 
PUBLIC SERVICE CO. 


$20,000,000 


Ticker Symbol: SPS 


Amarillo—"Best lighted city of its size in America!” 
Generating plants, Tuco, Tex. and Amarillo. 








First Mortgage 49 Series 


Bonds, Due 1972 


Wenge tes“) See 


Roswell and Carlsbad. Approximately 
go per cent of the company’s gross Oper- 
ating revenue and over So per cent of 
the system’s, is derived from sales of 
electric energy; but this company also 
owns and operates water, natural gas 
and ice properties. 

In addition, the company owns all 
outstanding securities of Gulf Public 
Service Company, operating in Loui 
siana. The other subsidiaries, which are 
also wholly owned, render utility and 
communities in 


ice service to three 


east central Arkansas, and furnish 
ice competitively in Miami and Miami 
Beach, West Palm Beach and nearby 
communities in Florida. All the securi 
ties of Gulf Public Service Company 
are pledged as security for the com 
pany’s bonds, but the securities of the 
other subsidiaries are not pledged, al- 
though the company has agreed to apply 


(continued on page 14) 











A Large Investment Made 
In Seven “Situations” 


ROAD diversification usually re- 


ceives emphasis in the programs of 
managers of capital in securities’ invest 
ment. “Spread the risk!”"—*Put your 
eggs into many  baskets!”—“Diversifs 
over many industries!”"—‘“5 per cent of 
a fund in any single securities issue 
should be the maximum!”; these are 
only a few of the slogans found among 
oft-repeated investment precepts. 

An exception which the table on this 
page reveals provides an interrupting 
idea. The M. A. Hanna Company, a 
large unit in the coal and iron trade, 
published its holdings of corporate 
stocks in the annual report for 1942 ex- 
actly as it is reproduced here. For a 
succinct description of a corporation's 
investment in listed securities of other 
corporations, the statistics and text sup- 


ply a model of brevity. 


Sources of Facts 


Stockholders of the Hanna Company, 
the preferred stock of which is listed 
on the New York Stock Exchange, were 
asked by the company, inferentially, to 
study the annual statements of National 
Steel, Industrial Rayon and the others, 
and discover for themselves the under 
lying character of the investments made 
in them. For interested shareholders, it 
might be mentioned in passing, the re- 
search entailed would add to their 
knowledge of several corporations op- 
erating in different fields. 

The largest block of stock, of the 
National Steel Corporation, came to 


The M. A. 


formation of the former, in exchange 


Hanna Company at the 


for iron ore mines, blast furnaces, lake 
cargo boats and working capital. Of 
the other holdings, five represent an ad 
ditional interest in natural resources— 


copper, petroleum, iron and coal, The 
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seventh is an interest in a new industry 
—rayon—which derives directly from 
another natural source of wealth—wood. 

The corporate listed holdings disclose 
an investment method which is reduced 
to fundamentals. Without attempting to 
the elements which 


guess at entered 


into selection of individual properties 


tions engaged in related industries, 

Sponsors of wide diversification of 
investment portfolios will not find much 
support in the Hanna Company list. 
Partisans of an opposed school of 
thought, and financial comment from 
time to time indicates that not a few ex- 
ist, are likely to see some of their beliefs 
reflected in a seven-corporation invest 
ment carried on the books at $36,411,000, 
with a market value at the end of 1942 
But 


group should find it necessary to allow 


of more than $42,000,000. each 





LISTED SECURITIES 


The financial condition of the companies in which we have the investments 
listed below is best obtained from their respective annual reports. Each of them 
has made sound progress during the year and each is contributing its full measure 
to the war effort. No important changes in our securities were made during the 
year except an investment in the stock of the Consolidation Coal Company, Inc. 


National Steel Corporation—capital stock 
Industrial Rayon Corporation—capital stock 
Standard Oil Company (New Jersey)—capital stock... 
Phelps Dodge Corporation—capital stock 
Pittsburgh Coke & Iron Company—common stock... . . 
Seaboard Oil Company of Delaware—capital stock... 
Consolidation Coal Company, Inc.—preferred stock. .. 
Consolidation Coal Company, Inc—common stock. . .. 


Number Quoted Market 


of shares prices at 
owned Dec. 31, 1942 
2 i sp oe nteah n 591,937 93 ,750,724.( 0 
sate selec tactnesae lots 131,000 4,535,075. 10 


80,000 3,690,000.00 


40,000 955,000.00 


115,027 5503179.25 
50,000 812,500.00 


,?) ( 
TO,000 3 30,000.00 
457 35! 0.00 


942,141,777.25 


60,000 


(Ouoted from Annual Report for 1942 of The M. A. Hanna Company.) 





for the employment of so large a total 
of capital, the intent seems clear . . . to 
invest largely in raw materials and the 
processing of basic materials about 
which the company’s own activities 
keep it well informed. 

Investment counsellors 


hold 


selves fortunate when they are equipped 


them- 


to do intensive “held work”—examining 
into properties with the aid of engineers, 
analysts and so on who are in position 
to study operations at first hand. The 
M. A. Hanna Company may be con- 
sidered as constantly engaged in such 
work; its business 


informative own 


keeps it in contact with many corpora- 


for attendant circumstances. The posses- 


sion of comprehensive information 
about any individual corporation's as- 
sets, earnings and calibre of manage- 
ment, imparts an elasticity to an invest- 
ment program, at any time. 

In addition to the block of securities 
New York Stock 
change, The M. A. Hanna Company's 
1942, 
included approximately $8,000,000. of 


listed on the Ex- 


balance sheet as of December 31, 


unlisted securities, investments in sub- 
sidiaries, etc. The aggregate of all cor 

$44,330,000, 
against which a reserve of $3,195,000 


porate investments was 


was noted in the statement. 
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lhe following was written as a let 

to Tue EXcHaNGce in criticism 
if an article in the February issue. 
It 1s being published as a contribu- 
tion to current comment about 
ways in which investors manage 


their funds. 


HE single-purposeness of “Mr. 


McIntyre” in the personalized ar- 
ticle in) February’s Tue Excrance 
aroused my admiration, It is always in- 
formative when a casual investor, of 
the class in which I must admit hold- 
ing membership runs across an indi- 
vidual (even in print, under a nom de 
plume) who studies hard, profits by 
trial and error and finally arrives at a 
philosophy that suits him from the 


ground up. 


Emphasis on Dividends 

Mr. Melntyre depends upon divi- 
dends from low-priced common stocks. 
He searches for such stocks with good, 
if not impeccable, dividend records in 
all cases. And through constant  vigi- 
lance—meaning that he must be on the 
alert for opportunities to strengthen his 
list by “switches’—he attains a satis- 
factory income, 

I was led to wonder, however, what 
Mr. McIntyre is going to do about his 
philosophy when, and if, the market is 
generally higher and low-priced stocks 
possessing a dividend history meeting 
his standards of genuine investment 
worth are not the same caliber of low- 
priced stocks of today; or of 1940 when 


his portfolio was arranged. 
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There will, of course, always be 
stocks selling from $1 to $20 a share. 
I think it extremely doubtful, though, 
that such a selection as he was able to 
make two years ago can be considered 
a criterion of equities which will always 
be available within his price specifica- 
ions. That is, considering industrial 
and market conditions which common 
stocks reflect from year to year. Condi 
tions have already changed from those 
prevailing in 1940. 

Giving evidence of the change, some 
of Mr. MclIntyre’s stocks, bought two 
years ago, are now selling higher than 
the low-priced category. The Stock Ex- 
change list contains others which, in 
this Winter's upturn of prices, have 
come up from an area probably beneath 
Mr. Mclntyre’s range of study to levels 
quite within that range. Not a few of 
them have paid dividends for some 
time; others have pursued an erratic 
course in respect to dividends since the 
companies behind them were incorpo- 
rated. 

Isn't Mr. McIntyre’s range of choice 
being constantly narrowed? Isn't it 
likely to be narrowed still further until 
the stock market reaches its ultimate 
peak for months or possibly for several 
vears, to be followed (or preceded) by 


business fluctuations which may alter 
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the dividend prospect of those stocks 
selected in the narrowed market? 

It would be beside the point to argue 
that, in a rising market, Mr. McIntyre 
would be able to acquire the counter 
part of dividend income through the 
appreciation of his capital. He is inter 
ested in dividend income; capital ap 
preciauion or capital depreciation is quite 
incidental to his portfolio management, 
or so he says at any rate. 

Mr. MclIntyre’s philosophy is postu 
lated on low-priced, dividend paying 
stocks. He was once a speculator but is 
a speculator no longer. Nevertheless, | 
think his philosophy is heading toward 
a fall. It is heading toward a fall be 
cause it is hopping on one leg, whereas 
it could have two sound legs under it; 
and, in my opinion, the leg that Mr. 
McIntyre lets dangle is stronger than 


the one his program is relying on, 


Question of Price 

I believe that, to buy sturdy value 
and get dividends along with it, you 
have to pay a pretty good price. It is 
true, of course, that a corporation 
whose capital of $30,000,000 is divided 
into 1,500,000 shares which are selling 
for $20 a share is worth just as much 
as though its capital consisted of 600,000 
shares selling at $50 a share. Stock split 
ups and stock dividends have, in the 
past, acted to create comparisons equi- 
valent to this mathematical illustration. 
But the number of listed corporations 
whose large share capitalizations are 
reasonably appraised at $5 or $10 or $20 
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Scaling Down Excessive 
Profits on War Contracts 


(continued from page 2) 


so—to raise up their voices and their 
vengeance against any war profiteering 
which might be permitted. 

My experience with the War Depart- 
ment Price Adjustment Board makes it 
clear that the great majority of Ameri- 
can corporations, whether for these or 
other reasons, feel much as I do. As of 
this writing, the War Department Price 
Adjustment Board has reviewed busi 
nesses Which have war contracts aggre- 
gating $8,600,000,000, Of these, 23 per 
cent were found to be making no ex- 
cessive profits and were given clearance 
for 1942. In my opinion that is a sur- 
prisingly high percentage. Surprising, I 
say, because the war program created 
problems of procurement and produc- 
tion unprecedented in scale and com 
plexity. 

Experience and information were fre- 
quently insufficient when contracts were 
let to permit accurate estimates of prob 
able costs of production. Contract prices 
in many cases were mere estimates, 
which proved far too high when actual 
experience was applied. The resulting 
profits often greatly exceeded those con 
templated by either the contracting ofh- 
cer or the contractor when the contract 
Was made. 

All of the companies reviewed to date 
have shown profits which average only 
about 12 per cent higher than would 
seem defensible. I arrive at this conclu 
the fact that, from the 


sion from 


SS .600.000,000 Contracts involved, cash 
recoveries and price reductions totaled 
$1,045,000,000. Since this is an average, 
of course, some of the recoveries repre- 
sented extremely high percentages of 
the contract prices. In passing, it should 
be pointed out that this figure of over 
a billion dollars of savings does not re 


flect all the savings which the renegotia 
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statute has effected. To use the 
Under War 


Robert P. Patterson, “undoubtedly the 


tion 
words of Secretary of 
existence of the statute has also been 
responsible for closer pricing on new 


contract : 
Few Profiteers 


Based on our experience to date, only 
about 5 per cent of the war contractors 
can be classed in the group which is 
determined “to get theirs” no matter 
how grave an injustice is thereby in- 
flicted on the soldier and the taxpayer, 
no matter how much all honest private 
This 


small percentage of war contractors who 


enterprise is thereby smeared. 
are determined to “get theirs, no mat- 
ter what”, who through the years have 
forced onerous regulations upon all of 
business, represent the chief concern of 
the War Department Price Adjustment 
Board. They should also be the concern 
of the industry itself. 

Renegotiation and settlement are vol- 
untary. The teeth which are provided 
by the renegotiation statute will, it is 
hoped, never be used. Every effort is 
made to reduce inconvenience to war 
contractors as much as possible. Usu- 


ally, available financial data are ac- 


NEW LISTING—S. 
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the net proceeds of sale or liquidation 
of these subsidiaries to retirement of its 
serial notes. 

At December 31, 1942, the consoli- 
dated gross value of the properties as 
carried on the books of the system com- 
panies, less a reserve for retirements, 
Was approximately $39,000,000; and the 
gross value of the properties of the com- 


pany and Gulf Public Service Company 


cepted. In any number of instances, one 
or two meetings have sufficed in reach- 
ing an agreement, True, many cases 


have dragged on, some for as many as 


a dozen meetings. But I am satisfied that 


in every such case the contractor has 
simply not realized his responsibility to 
his position in industry, and to his 
own country struggling for its very 
existence. 

The war is being fought to preserve 
our plants, and management, and labor, 
as much as anything else. War cannot 
be made a profitable enterprise for pri- 
vate dollars while our fellow citizens 
are giving up their lives. 

From the security holder’s standpoint, 
renegotiation of war contracts, in many 
cases, will certainly reduce war-time 
profits. But in most instances these ex- 
cessive profits are totally unexpected 
and, because of the damage which they 
may do to private enterprise, are not 
wholesome. Furthermore, they would 
often be subject to taxes of 80 per cent, 
so that the net gain, all other factors 
disregarded, would be small. The other 
factors, however, as I have pointed out, 
ire serious and should not be over- 
looked. 

The wise investor will use his influ- 
ence to see that the companies from 
which he derives his income are not 
pursuing a shortsighted policy of grab- 
bing while the grabbing is good, re- 
gardless of the disaster to which such 


a policy might lead. 


W. Publie Service Co. 
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as carried on the books of these com- 
panies, less reserve for retirements, was 
in excess of $35,600,000. 

As a result of eliminating write-ups 
and increasing reserves in connection 
with the plan, the net carrying value of 
the consolidated properties is now less 
than the cost thereof to the predecessor 


svstems, 


or, 
ot 
ri- 


mph) 


ors 
her 
ut, 


yer- 


flu- 
om 
not 


‘ab- 


uch 


oOm- 


Was 


ups 
tion 
e of 
less 


ssor 


S. les Battalion Forms 


For War Loan 
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nproved technique will figure in the 
preliminary training of salesmen. A 
school of selling is in operation under 
Colonel Allan F. Pope, at the New York 
Federal Reserve Bank, with 75 instruc- 
tors, drawn from the ranks of active 
bond men, to assist him. The instructors 
act as “minute men” for the instruction 
of salesmen. When a call comes from 
the sales body at Utica, say, for the iron- 
ing out of sales points beyond those 
in the regular sales manual, especially 
written for the campaign, an instructor 


will be assigned to the task. 


Help Wanted: Salesmen 


Where is an army of salesmen to be 
found for the immense job? Securities 
firms will supply the nucleus of the 
personnel; banks will provide many 
men; and the remainder, on a volun- 
teer basis, are to be drawn from the 
ranks of insurance men and other pro- 
fessionals in selling. Besides, each of 
the 15 Regions into which the Second 
Reserve District has been divided, will 
have the aid of other volunteers with 
a knack for the work and a persistence 
which shrinks not at all from ringing 
door bells as well as calling at business 
offices. 

The task will involve thousands of 
calls and as many “sales talks,” but of 
this the staff, professional or amateur, 
may be sure: the sales resistance in a 
drive to help win the war is certain to 
be less—as far as opportunity to deliver 
a sales talk is concerned—than in al- 
most any commercial undertaking that 
could be thought of. 

It would be easy for the Treasury and 
its aides to imagine many difficulties 
just now if they permitted themselves to 
do so. The bank accounts of a host of 


individual “prospects” have been de- 





2\/, Per Cent Issue at Par, 
dated April 15, 1943, due June 
15, 1969, callable June 15, 
1964. Coupon-bearing or reg- 
istered at buyers’ option. 


This issue is designed for gen- 
eral public subscription. Commer- 
cial banks, which are defined as 
banks accepting demand deposits, 
will not be permitted to own these 
bonds until April 15, 1953. There 
will be no limit to the amount that 
may be bought, and no restriction 
upon the issuance excepting the 
temporary exclusion of commercial 
banks for their own account. Sub- 
scription books will be opened April 
12 and will remain open for several 
weeks. 


The bonds will be sold in denom- 
inations from $500 to $1,000,000. 


cents of 1952 will apply. 


issued in bearer form only. 





INVESTORS’ CHOICE IN SECOND WAR LOAN 


Vg Per Cent Certificate of Indebtedness, 
dated April 15, 1943, due April 1, 1944 


These short-dated Certificates of 
subscription by commercial banks for their own account on April 12, 13 
and 14. All other investors may acquire them throughout the sales period 
of several weeks. The same terms about allotments as in case of the 2 per 


Certificates will be in denominations of $1,000 to $1,000,000 and will be 


Additional Offerings 


Treasury Tax Savings Notes Series C; United States War Savings 
Bonds Series E; United States Savings Bonds Series F and G. 


2 Per cent Treasury Bonds, 
dated April 15, 1943, due Sep- 
tember 15, 1952, callable Sep- 
tember 15, 1950. 


This issue will be available for 
subscription by commercial banks 
for their own account for the period 
April 28, 29 and 30. All other class- 
es of investors may buy the 2 per. 
cents throughout the campaign. 
Sales to commercial banks will be 
limited to approximately $2,000,- 
000,000. Applications from commer- 
cial banks in amounts up to $100,000 
will be allotted in full and larger 
bank subscriptions on an equal per- 
centage basis. All applications from 
other buyers will be allotted in full. 


Bonds will be in denominations 
of trom $500 to $1,000,000, issued in 
coupon or registered form at the 
buyer's option. 


Indebtedness will be available for 








pleted by the March income tax pay- 
ments. Corporations have paid on their 
tax bills many hundreds of millions, 
and as the tax collector is overlooking 
few sources of revenue this year, insti- 
tutions of several categories may feel 
temporarily short of cash and already 
pretty well supplied with Government 
bonds. 

But neither the Treasury nor its bat- 
talion of salesmen will enter the drive 


with their eyes closed. Because they 


anticipate that selling will be more dith- 
cult, considering volume, than it was 
last December, the sales organization 
will, in size, afford a record of its own. 
Furthermore, the rank and file” ot 
salesmen will be supplied with cogent 
sales material. 

All essential information about the 
several Government offerings (see the 
principal details on this page) have 
been set down in print. The sales 
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Those Low-Priced Stocks ! 
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selling at gg, Union Pacific gg, Penn 


sylvania 151, U. S. Steel common 42 
and the preferred 94) was $74 against 


The 


closed 


SIO 


less than markets. 


nh recent 


Dow-Jones industrial average 


that distant day at 64.58 and the railroad 


average at 115.13. Most of the trading 
interest was in railroad shares. There 
were less than a dozen stocks listed 


which sold under $15 a share on the 


“Big Board.” U. S. Rubber common 
and American Woolen common were 
there, selling at $15, and American Bi 
cycle was in a class by itself as the only 


stock selling under $5° Today, there are 
approximately 111 stocks on the New 
York Stock Exchange selling below $5 


but less than half a dozen under Sr. 


A Past Daj 


It should be remembered, however, 


that the market of 1902 was more or less 


a “controlled” affair in the hands of a 


comparatively small crowd of industrial, 


financial and railroad leaders. Today, 


American industry has some 12, 


IOO.000 


shareholders. In other words, the ebb 


and flow of markets today represent a 
truer picture of negotiated values than 


“() 
Ss”: 


did the markets of go vears a 


There was, however, a tremendous 


volume of trading done on the Ex 
change in the rgo1-02 period. For in 
hans | 3 | _ 

first half of 


stance, in the 1gol sales of 


stocks aggregated 175,800,600 — shares. 


actually a share 
ior. On May a, of 


that year, the Northern Pacific “panic” 


There 


day on April 30, 


Was 


»,—> ( 
3:721,0 0 


day, 3:07 3,300 shares changed hands. 
However, it is safe to say that 95°. ot 
those transactions were on margin—and 
generally on light: margin—with pools 
operating heavily, while today g5_ pet 
of the business is for in 


cent or morc 


vestors, or “cash” buyers at any rate. 
The 


than it 


market underpinning is  stoutet 


used to be, but a rugged struc 


=a \' 
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ture does not presuppose a lack of prob 
lems to be faced. 

That the New York Stock Exchange 
has met the problems of public buying 
into its lowest priced stocks in a frank 
manner augurs well for the investing 
Schram’s words of 


public. President 


caution a few days ago came at a 


propitious moment. 





Cash Buying of Stocks Reflected 


in Brokers’ Loan Account 


Apropos the mention of the pre 
ponderant buying of stocks for cash 
in the accompanying article, a reter 
ence to brokers’ borrowings seems 
27, borrow- 
ings of New York Stock Exchange 


member 


timely. As of February 


to 9356, 


000,000, such loans being secured by 


firms amounted 
Government bonds besides corporate 
bonds and stocks and commodities. 
The total 
from lenders throughout the country. 


represented borrowing 

The brokers’ loan account at the 
end of February, 1937, when the se 
curities market was active, amounted 
to $1,075,000,000. These funds, un 
der the method of reporting such 
loans as then applied, represented 
borrowings trom New York banks 


alone. 











The 


bers fully recognized their responsibility 


Stock Exchange and its mem 
toward the buyers of listed securities 
although, in the final analysis, members 
operate only as brokers in the purchase 
and sale of securities for their customers 
on order, and that, too, under law and 


many strict regulations. When it comes 


to making decisions to buy or sell 
stocks, the customer has, of course, his 
full freedom of action to exercise. And 


his own thinking to do! 
Many lines of business operate on the 


theory that the customer is always 


right. The securities market personnel 
endeavors to tell him when he is wrong, 


when statistics indicate that he is wrong, 


Sales Battalion Forms 
For War Loan 


(continued from page 15) 


manual is as complete as a number of 
seasoned minds could make it, and de 
serves a place in any file of records of 
America’s part in providing money for 
the winning of the war, 

The campaign will be accompanied 
by extensive advertising, in publications, 
New York Stock 


among 


on billboards, ete. 


Exchange firms, others, are 
planning to use space in newspapers to 
call attention to the new war bonds. 
The Association of Stock Exchange 
Firms has prepared advertisements 
which, in the form of “mats” or proofs, 
will be supplied to member firms on 


request. 


For a Bull's Eye 


What is the statistical mark which the 
Second Federal Reserve District has to 
hit with a center shot? Reference to 
results in the first campaign last Decem- 
ber supplies a guide to the answer. In 
that sales task the national goal was 
Sy,000,000,000 and $12,937,000,000 Was 
raised, of which the Second District 
accounted for $5,865,000,000, or more 


More 


than that, the Second District’s inves 


than 45 per cent of the whole. 
tors other than banks subscribed last 
Autumn 65 per cent of the $7,865,000,000 
sold to individual and corporate buyers. 

The sights have to be raised all around 
for next month’s goal shooting. The 
commercial banks can be counted upon, 
according to all competent estimates, to 
do their full share in subscribing the 
allotted $5,.000,000,000 for the nation. 
There is no problem here. The nub of 
the campaign is lodged in the other 


SS.000,000,000. 
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a share are few as compared with a 
flock of other corporations whose stock 
may not be “cheap,” either in asset 
value or dividend ruggedness, or both, 
at these prices. 

When, and if, a market condition 
arrives which finds the low-priced share 
territory pretty well pre-empted by 


stocks less well asset-protected and divi- 


dend-buoyed than the market condi- 
tions and prices of 1940 permitted Mr. 
McIntyre to buy for income, his invest- 
ment philosophy will become mighty 
wobbly. 

You have to pay for real values. I 
am more convinced of that than I was 
back in September, 1941, when your 
magazine was good enough to publish 
my views—personal views, fitted to me 
—about investment in common stocks. 


You should expect to pay for real assets 


which have grown in a corporation un- 
der tests of good and bad times for 
many years; and if you pay for assets, 
coupled with tested management, you'll 
find that the stocks your eye lights on 
and clings to have first-class dividend 
histories. 

The mere price of a common stock 
should not, in my opinion, be made the 
primary basis of choice. 

W. W. SeELLew, 


March 10, 1943 New York City. 








MONTH AND DATA 


MONTHLY STATISTICS—NEW YORK STOCK EXCHANGE 


Shares Listed (Mil.) 1.470 
Share Issues Listed (No.) 1,24] 
Par Value of Bonds Listed (Mil. $) 72.962 
Bond Issues Listed —_— (No.) 1.133 

Total Stock and/or Bond Issuers . (No.) 1.201 

Market Value of Listed Shares . (Mil. $) 13.539 

Market Value of Listed Bonds . (Mil. $) 71,346 

Market Value of All Listed Securities . (Mil. $) 114.885 

Flat Average Price —All Share Issues ; (S$) $1.17 

Shares: Market Value -— Shares Listed. . . 2. 2. 2. . 2. OS) 29.61 

Bonds: Market Value ~ Par Value . (S$) 97.79 

Stock Price Index (12/31/24 = 100) (gq) 59.0 

Shares in Short Interest* (Thou.) 664 

Member Borrowings* Ca. eS Se ee (Mil. $) 356 
Per Cent of Market Value of Listed Shares. . 2. 2. 2. 2. (6%) 0.82 

N. Y. S. E. Members’ Branch Offices . cA Se we ee 748 

Total Non-Member Correspondent Offices. 2... . . 2). (No) 2.388 

DATA FOR FULL MONTH 

Reported Share Volume ; (Thou.) 24GB 
Daily Average (Incl. Saturdays) (Thou.) 1.111 
Daily Average (Exel. Saturdays) (Thou.) 1.199 
Ratio to Listed Shares . et fer ai (%,) 1.66 

Total Share Volume (Inel. Odd Lots) * (Thou.) 

Money Value of Total Share Sales* . (Thou. $) 

Reported Bond Volume (Par Value) (Thou. $) 252.255 
Daily Average (Incl. Saturdays) (Thou. $) 11.465 
Daily Average (Exel. Saturdays) (Thou. $) 12,285 
Ratio to Par Value of Listed Bonds. . 2... 2. 2. 2. 1%) 316 

Total Bond Volume (Par Value) * (Thou. $) 

Money Value of Total Bond Sales* (Thou. §) 

N. Y. S. E. Memberships Transferred (No.) 5 
Average Price (S$) 28.200 


* Ttems are as of ledgers which normally reflect transactions up to the close of the second full preceding business day. 


FEBRUARY 


1943 1942 1942 
JANUARY DECEMBER FEBRUARY 
1,470 1471 1.467 
1.240 1.238 1,234 
72.880 72.993 60.532 
1.132 1.136 1.165 
1.203 1.207 1.209 
41.410 38.812 35.234 
71.039 70,583 57.985 
112,449 109.395 92.819 
39.63 Ei Bt 36.35 
28.16 26.39 24.02 
97.47 96.70 95.13 
56.1 52.6 17.8 
579 502 189 
331 149 340 
0.80 1.16 0.96 
747 745 859 
2.414 2.445 2.798 
18.032 19.313 7.926 
Ff 743 360 
795 817 391 
1.23 1.3 O54 
21.682 25.160 10.610 
132.974 536.509 251.187 
302.817 207.079 158.357 
12.113 7.965 7.198 
13.320 8.650 7.611 
415 296 265 
310.531 214.320 165.002 
132.378 101.549 78.643 
3 7 1 
28.000 27.500 21.750 




















Give Double .... 
Give Promptly! 





The American Red Cross this year will carry on humanitarian 
services unparalleled in magnitude and scope among our fight- 
ing forces everywhere, and on the home front, too. 

Your help is needed. The call of the Red Cross to you must not 
go unheeded. A tremendous task lies ahead. 

Take pride in your investment in humanity. Give double this 


year... give generously and promptly. 





New York Stock Exchange 
1943 Red Cross War Fund Committee 
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